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Trends that will influence Kentucky's future were examined 
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educated and poorest Hen ts are falling further beliind the rest of the 

nation. The inequalities in the areas of income and access to information 
technology are especially significant. Kentucky has recognized that education 
is the key to closing these gaps. Access to health care and Kentucky's 
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PREFACE 



A S part of its mission to advise and inform the Governor, the General Assem- 
bly, and the public, the Kentucky Long-Term Policy Research Center pres- 
ents the 2000 biennial trends report, the fourth in this series. In accordance 
with the statutory requirements of the Center, this report is designed to in- 
form policymakers and citizens about trends that are likely to influence the future 
of the state. From policymakers at every level to ordinary citizens of the Com- 
monwealth, all who are interested in and concerned about the future of the state 
may find this report of interest. 

The authors of this report are Michal Smith-Mello, a Senior Policy Analyst 
with the Kentucky Long-Term Policy Research Center; Michael T Childress^ 
Executive Director of the Center; and Amy Watts, a Policy Analyst with the Cen- 
ter. John F. Watkins is an Associate Professor in the Department of Geography 
and the Director of Graduate Studies in Gerontology for the Sanders-Brown Cen- 
ter on Aging at the University of Kentucky. 

KENTUCKY 

LONGTERjM policy research center 

The Kentucky Long-Term Policy Research Center was created by the General 
Assembly in 1992 to bring a broader context to the decisionmaking process. The 
Center’s mission is to illuminate the long-range implications of current policies, 
emerging issues, and trends influencing the Commonwealth’s future. The Center 
has a responsibility to identify and study issues of long-term significance to the 
Commonwealth and to serve as a mechanism for coordinating resources and 
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Michael T. Childress serves as the executive director of the Kentucky Long-Term 
Policy Research Center. Those interested in further information about the Center 
should contact his office directly at: 

111 St. James Court 
Frankfort, Kentucky 40601-8486 
Phone: 502-564-2851 or 800-853-2851 
Fax: 502-564-1412 or 800-383-1412 
e-mail: ltprc@lrc.state.ky.us 
www.kltprc.net 
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SUMMARY 



A New World Dawns 



T he vista before Kentuckians in the first year of the new millennium is a bright 
one indeed. By a host of measures, the state is better off than it has been for 
years, and it has prospects for an even better future. In the closing years of the 
last century, the U.S. economy accelerated at a rate previously thought im- 
possible, at least without spurring a bout of crippling inflation. With the accelera- 
tion came jobs, and with the jobs came income — and spending, further fueling 
what many now regard as a super-heated economy. The only constant of the last 
five years has been change: change in products, business methods and in the roster 
of businesses in the marketplace. Not all survived, but others rose to take the place 
of those that did not. 

Perhaps the most remarkable phenomenon of the past decade is the maturing 
of the e-business or commerce that depends on information technology. No longer 
an interesting curiosity or an emerging capability, information technology has 
woven itself into the very fabric of businesses, from how they analyze their mar- 
kets, to how they communicate with their customers and sales staff, to how they 
order supplies, to how they monitor inventories and shipments. The confluence of 
hardware, software and communications technology has made possible business 
practices not even dreamed of only 20 years ago. Just-in-time delivery is routine, 
and so is the transmission of sales information from the cash register to the sup- 
plier in another country. And this may be only the beginning, as businesses begin 
to increase their electronic links with each other and carry out commerce over the 
worldwide web. 

The ripples or me shocK wave made by ine incw licohdmy are spreauiiigT^^^ 
changing businesses in ways fundamental and revolutionary. The old pyramidal, 
hierarchical business structure is starting to crumble under the pressure of effi- 
ciencies achieved by the networked organization. Efficiencies gained by more 
accurate and rapid transmission of information are slashing costs and boosting 
bottom lines. Machines are doing the routine jobs that only a few years ago were 
done by people. 

But far from being a threat to workers, the New Economy has ignited the de- 
mand for labor. The jobless rate has plunged to record lows, and businesses find 
that one of their principal challenges is finding — and keeping — workers. Recent 
college graduates and workers at fast-food restaurants are being offered signing 
bonuses, and employers are providing a range of benefits to keep their workforces 
happy and in place. 

One of the reasons for the expanded economy is the global marketplace that 
developed. Small and large firms alike can do business anywhere. Global 
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trade is no longer the exclusive venue of the large multinational firm. Even mod- 
estly sized businesses, the “Mom and Pops,” can sell wares or services globally 
thanks to information technology, the Internet, and reliable shippers. Falling trade 
barriers have made it easier to do business internationally, and this process should 
continue as more nations seek entry into the world economy. 

The expanding economy has benefited a lot of people, but none more so than 
the educated. Education has long been the passport into the upper income eche- 
lons, but the New Economy has made the gap in earning power between those 
with an education and those without even more apparent. What’s more, the fastest 
growing segment of the economy — ^the one that offers the greatest rewards — tends 
to require higher education: computer systems engineers, database administrators, 
computer support personnel are all high-skill jobs that tend to require education 
beyond the baccalaureate. Those with only a high school degree find themselves 
shackled to low-skill Jobs paying low wages. And the worst news is that they are 
not even holding their own, because the income earned by the under- or unedu- 
cated has declined in real terms since the early 1960s. 

How Kentucky Has Fared 

Bui what has the New Economy meant for Kentucky? Has it participated in its 
benefits the way that other states have, or has the wave of prosperity that has 
crashed across the United States somehow bypassed the Commonwealth? The 
report is mixed. The number of Jobs in Kentucky has increased over the past two 
decades, in part as a result of increased foreign investment. On a Jobs-per- 
hundred-people basis, it has done better than both the region and the nation; how- 
ever, overall Jobs growth rate has lagged both. But still Jobs have increased as 
have the wages. While Kentucky still falls below the nation in terms of per capita 
income, it is closing the gap. The results of globalization have also been mixed 
here. Some Jobs — most notably those in the apparel industry — have left, trans- 
ferred overseas to take advantage of cheap labor. These transfers represent thou- 
sands of lost Jobs and have hit some communities especially hard. However, there 
have been positive results as well. Exports from Kentucky have increased, more 
than doubling between 1992 and 1998. The manufacturing, agriculture and mining 
industries all benefited. And Kentucky is not simply depending on traditional 
businesses to help its economic status. Its business leaders are taking concrete 
steps to become and stay competitive in the world’s marketplace. The number of 
Kentucky businesses that have met ISO 9000 standards, which facilitates global 
sales by showing that a firm has met rigorous quality standards, has increased 
sevenfold since 1994. 

While Kentucky has participated in the New Economy and benefited from 
doing so, the state faces some real barriers to making the transition to a fuller par- 
ticipation in the economic benefits of a technology-driven economy. The state has 
more poor and undereducated than do many others, and these problems have to be 
addressed. Furthermore, many in the state come from a background that prizes 
physical labor — doing rather than thinking. Thus, any transition to a knowledge- 
based economy has to break down cultural as well as educational barriers. And 
then there is the inherent structure of the state’s economy, which in many ways 



remains tethered to the past. Many Kentuckians make their living in the manu- 
facturing, farming, and mining industries — far more so than in the United States 
as a whole. The types of jobs in these industries are among the most vulnerable to 
such forces as automation and productivity increases. And tobacco farming, long a 
state stalwart, faces the twin challenges of a burgeoning assault on the cigarette 
manufacturers and increased competition from overseas growers. The state also 
has other types of farms and, indeed, ranks high in the nation on number of farms 
(fourth in 1997). However, the number of farms and the overall acreage devoted 
to farming are decreasing. At the same time, the size of individual farms is in- 
creasing along with the dollar value of farm exports. But while the trend has some 
positive aspects, it also means that the number of people who make their living as 
farmers will likely decline. 

Farming is not the only endangered occupation. Mining also faces problems, 
particularly coal mining. The latter is one of the industries predicted to lose the 
most jobs over the next eight years. It has already lost a lot of jobs, declining by 
almost three quarters from 1979 to 2000. While Kentucky still has a lot of coal to 
mine, it is increasingly difficult to reach, and the economic sense of mining the 
remaining stores will be in doubt. 



Some Are Left Behind 

T he state’s determined efforts to prepare its citizens for and move its businesses 
to the New Economy bode well for many. But as bright as Kentucky’s picture 
is, it has dark comers and shadows. Even where the New Economy has helped, 
its blessings have been bestowed unequally. Many inequalities persist in Ken- 
tucky, and two seem particularly important: income and access to information 
technology. These two gaps combine to curtail opportunities for those on the bot- 
tom side of the divide. 



The IncomB Gap 

The gap between those at the 75th income percentile and those at the 25th (the 
upper and lower middle classes) is large and growing larger. At the national level, 
the gap between the two has grown from about 2;5 (i.e., those at the higher per- 
centile earn 2.5 times as much as those at the lower) to about 3.0. Kentucky has 
generally tracked the national trend, except more recently the divide here has 
grown wider, rising to about 3.1. 

What accounts for the growing gap? Explanations point to several interrelated 
causes. One source would seem to be the rising returns that accme to skill and 
education. In a state with a higher portion of undereducated citizens, this translates 
to lower wages that grow more slowly than those paid to skilled workers. Another 
source is the stmctural changes in the labor market that have robbed workers of 
bargaining power. And technological growth and globalization have conspired to 
drive a wage wedge between high- and low-skill jobs. Even demographics may 
a role. Kentucky has seen more of its women enter the workforce than the 
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rest of the nation, and this occurred at a time when the number of men working 
was declining. Since women tend to earn less than men, the result was an overall 
decline in income for Kentucky families. A trend toward smaller households, 
many headed by a single person, often a woman, exaggerates these effects. 

The Digital Divide 

Once a novelty, computer literacy is approaching the status of a core skill, and 
the ones developing that skill tend to be the more affluent. This situation should 
not surprise. Although computers have declined dramatically in price, they remain 
beyond the reach of many. On average the families in Kentucky have less access 
to computers at home than do others across the nation, 45 percent for Kentucky 
compared with 50 percent nationwide. However, the situation is considerably 
worse for the lower income families. Only 11 percent of the households with in- 
comes below $15,000, which includes a lot of Kentucky families, had access to 
the Internet in 2000. This lack of access exacerbates the already wide divide be- 
tween the haves and have nots. The latter have less access to information, from 
how to obtain goods and services, to medical information, to financial advice, to 
comparative pricing of important purchases such as homes, appliances and auto- 
mobiles. Worse, the lack of computer fluency may keep them out of higher paying 
jobs. 

Analyses of survey data from across the state show access to computers and 
the Internet divides on the basis of income, education, race and age. Simply put, if 
you are poor, uneducated, a minority, or older, you are far less likely to have ac- 
cess to computers or network services. The difference varies by category, but by 
way of illustration, the higher income groups are almost three times as likely to 
have a computer at home and use network services than lower income groups. The 
good news is that while there are substantial differences between groups with re- 
gard to access and use, these differences have been shrinking. 

Closing the Opportunity Gap 

Kentucky has recognized that education is the key to closing these gaps, and its 
leaders have translated that recognition into concrete action: committing dollars to 
programs that can help citizens of the state get an education. The state legislature 
has increased the frnding for merit-based scholarships, while also increasing the 
funding for needs-based assistance. The total for both programs in the 2000-2001 
budget exceeds $70 million, placing Kentucky well above the average for such 
assistance. 

These programs are crucial because our review of the educational data shows 
that a substantial gap exists in Kentucky. For those in the 15- to 24-year age 
group, about three quarters of those in the highest income quartile are likely to be 
attending school compared with less than half of those in the lowest quartile. In- 
terestingly enough, women are more likely to be in school than men in either in- 
come group. Both differences are larger for Kentucky than they are for the nation. 

Most people know that college tuition has substantially outpaced inflation. 
However, perhaps less well known is the effect that the high cost of tuition has on 

perceptions of would-be students. Poor and low-income parents do not believe 





they can afford to send their children to college, and they pass these attitudes on to 
their children. For example, the majority of the top-scoring students from the low- 
est income category do not plan to go to college because they do not think they 
can afford it or because they are needed to help support their families. 



The Health Care Gap 

One of the most discussed issues of the recent decades is the number of Ameri- 
cans without health care. This occurs in spite of the fact that the country spends 
more on health care than any nation in the world, that policymakers at the state 
and national level have lavished attention on the problem, and that health care 
ranks at the top of the concerns of most citizens. Recently, one result of the long- 
est-running economic boom in the nation’s history has been a decline in the num- 
ber of Americans without health insurance. The percentage of Americans without 
insurance declined by about 1 percent. The tight labor market has prompted many 
employers to offer health benefits to attract workers. Based on the best data avail- 
able, Kentucky’s uninsured population falls slightly below the national average. 

Unfortunately, health care costs appear to be increasing, climbing more than 7 
percent this year and projected to increase to 12 percent in 2001. This rate of in- 
crease, which dwarfs that of inflation, is linked to increased cost of prescription 
drugs and new medical technologies. Drug companies have successfully marketed 
their products to the public, which has put pressure on their medical providers to 
prescribe drugs. As a result, insurers have become less willing to shoulder the full 
cost of drugs, and restricted formularies and higher co-payments have resulted. 
Also, the aging population is putting additional pressure on the system. 

Managed care, which was seen as one way to moderate the spiraling prices, 
has not proven effective at reining in costs. A number of health management or- 
ganizations have run into increasing financial problems, causing some of them to 
jettison seniors from the Medicare+Choice plans. The projected cost increases are 
a real cause for concern. If they materialize, they may price many of the small 
firms out of providing health care benefits. Other employers may shift an in- 
creasing share of the cost of health care to the employees. Those who will suffer 
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Managing the NBBds of an Aging Pppulation 

T he populations in the nation and in Kentucky are changing. The classic popu- 
lation pyramid of a base of young people and increasingly smaller segments of 
older generations no longer exists. Instead, the pyramid has a bulge in the mid- 
dle, reflecting the post-WofId War II fertility explosion. Kentucky has a slightly 
larger older population than does the nation, but the projections are for that gap to 
widen as the elderly portion of the population increases in size. By 2025, some 
estimates are for the population 65 years and older to increase to 21 percent for 
Kentucky and over 1 8 percent for the nation. 

This increase in the elder population has important implications. This popula- 
tion depends heavily oh three programs: Medicare, Medicaid, and Social Security. 
O 



If policies remain constant, spending on these programs is likely to grow substan- 
tially faster than the economy over the next few decades. Hie cost increases occur 
because the Baby Boomers will retire in large numbers, driving up the costs of 
Social Security and Medicare. Furthermore, they are expected to live longer, and 
thus draw benefits for a longer time. Finally, the cost of health care is expected to 
go up. At the same time, tax revenues are anticipated to decline. 

It is likely that the state will have to carry a significant part of the burden for 
this aging population. A substantial portion of Medicaid costs go for nursing home 
care, and the state pays a significant portion of these costs. Furthermore, Kentucky 
will have a larger elderly population than many states, so its costs will be propor- 
tionately higher. We already know that many of the state’s elderly depend exclu- 
sively on Social Security and Medicare for income and health care. 

The issues raised by a graying population transcend those of Medicare, Medi- 
caid and Social Security, important as those are. The implications spill over into 
such areas as transportation, housing, and a myriad of services the aging popula- 
tion will need and demand. If the state will have to carry a larger share of the load 
and the resources available to do so are likely to decline, how will Kentucky man- 
age this issue? 

A concerted effort to increase the state’s social capital may be the answer. So- 
cial capital refers to the attitudes and social norms within a community, the feel- 
ings that inspire communities — as distinct from governments — ^to solve problems. 
Social capital emanates from a strong sense of community. Volunteerism is but 
one manifestation of it. Some argue that such capital is on the wane in the United 
States. If true, it could make the problem of dealing with a large elderly popula- 
tion insurmountable. 

But by many indications, Kentucky has a large store of social capital, and, 
furthermore, it can be nurtured. The extent of social capital in the state can be seen 
in the number of people who feel safe in their communities (the vast majority), the 
number who feel there are a lot of people they can rely on in time of need (more 
than five for most), the percentage that volunteer (60 percent), and the percentage 
that trusts other people (57 percent). TTius, the state has a reservoir of strength that 
can be tapped to address some of its most knotty problems. 



What tp Dp? 

T he outlines of what needs to be done to move the state closer to the broad- 
based prosperity that all wish for are relatively clear. Information technology 
may not be the only part of the picture, but it is a large one. Taking advantage 
of it means more education for Kentuckians, breaking the tethers to those indus- 
tries that no longer offer the promise they once did, and increasing the number of 
e-businesses and enhancing the electronic component of traditional businesses. 

Indeed, the state’s leadership has not been idle. It has instituted an aggressive 
program to improve the quality of education and moved to bolster the entrepre- 
neurial structure. It has also provided a series of recommendations for the legisla- 
ture to review. And the Governor has appointed a Commissioner of the Office of 
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the New Economy to help bring focus to the efforts to expand the digital econ- 
omy. 

But more remains to be done. The persistent inequalities described here re- 
main. Policy options and other actions are needed to reduce income inequality, 
close the digital divide, plug the gaps in health care, invest in our best resource — 
our people, build social capital, and manage the coming demographic challenge. 

Reducing Income Inequalities 

Probably the most important step that can be taken here has already been taken: 
recognizing that quality education will lift people out of poverty. The state’s ef- 
forts in this regard will help reduce the income gap, but the results will not appear 
quickly. These efforts are properly focused to yield results over the long term. 
However, some near-term options are available at the state and federal levels and 
should be pursued. These include more inclusive health care, higher unemploy- 
ment payments, expanded earned income tax credits, increased subsidies for child 
care and housing, and tax cuts that increase the amount of money low-income 
workers take home. 



Closing the Digital Divide 

If this divide is to be closed — and it should be — formidable issues need to be 
addressed. Those who would most benefit from access to information technology 
are the least likely to have it. Further, while today’s information infrastructure 
may be adequate for today’s needs, it will not meet tomorrow’s. Literacy — infor- 
mation and computer — remains a stumbling block for many, a problem exacer- 
bated by the fact that many of those lacking the necessary literacy also lack the 
financial resources to help overcome it. The General Assembly created a task 
force to address these and other issues, and it recommends that we: 

«=> Grant a one-time individual tax credit for a home computer purchase 
«=> Promote awareness of information technology benefits and train citizens to 
use it, particularly the Internet 
=> Promote an advanced communications structure. 

Plugging Health Care Gaps 

It is in the long-term interest of the Commonwealth to meet the health needs of 
its citizens. Better health care is a smart investment, because a healthier popula- 
tion is more productive and experiences fewer serious illnesses, which tend to be 
expensive to treat. Policy options to plug the gaps in health care include: 

«=> Provide tools for informed decisionmaking. Information is key to making 
good decisions; the state needs both the authority and resources to gather it. 

«=> Recognize the limits of insurance reform. Insurance reform alone will not 
extend access to health care to the working poor and others who do not have 
health insurance. 

«=> Expand resources for health care. While citizens must agree to provide it, 
expanding health care coverage will simply require additional resources. 

•=> Enroll those who are eligible for Medicaid and expand the eligibility. The 
^^♦ate has enjoyed considerable success in this area, bringing heath care cover- 



age to an additional 65,000 children. But under more inclusive rules, more 
could fit under the umbrella if the state would commit the necessary funds. 

*=> Contain costs. Cost controls will be needed. Without them the issue may 
well be maintaining the services we have rather than expanding coverage. 

«=> Focus on population health. Such a focus promises large dividends in im- 
proved health for large numbers of people. Options here include investment to 
assist health departments carry out their roles and unifying public, private and 
nonprofit agencies in their efforts to promote healthy behaviors. 



Investing in People 

The key here is straightforward: education, education, education, in early 
childhood, K-12, postsecondary and for adults. The General Assembly has al- 
ready focused considerable attention here, but more work remains. Education has 
to become more affordable. The state has programs in place to assist with the for- 
mer, but having programs is only part of the puzzle. Making people aware of them 
and encouraging their participation in them are equally important. A large popula- 
tion of high-school dropouts, adults who cannot read, and disadvantaged children 
will inevitably impose widespread social consequences. 

Building Social Capital 

We believe that civil society is robust in Kentucky, Yet it could be stronger, and 
the two keys to strengthening it are leader development programs and, as always, 
funding. Were they structured to include nontraditional leaders, a cross-section of 
people from different walks of life, racial and ethnic groups, age brackets, and 
economic circumstances, the state’s leadership development programs and the 
impact they have could be improved. Furthermore, creation of a social capital 
fund could help finance entrepreneurs and civic projects. 

Managing the Demographic Challenge 

The challenge of an aging population is marching inexorably toward us. It is 
not a question of whether we have to deal with it, only when. Sooner is better. We 
need to start now to find ways to keep our older citizens engaged, finding ways to 
keep them involved in the labor force and participating in civic affairs. They have 
much to offer, and we can help ourselves by helping them. But government alone 
cannot meet the needs of society. We also must work to forge public-private part- 
nerships as a way of complementing public resources. 

Thus, while the promise of the new millennium is great, the problems remain 
many. But Kentucky has the wherewithal to address them. However, it will not 
just happen. It will take creative leaders, dedicated civil servants, and a concerned 
and committed populace. Fortunately, Kentucky has all three. 
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INTRODUCTION 



T his, our fourth biennial trends report, like its predecessors, anticipates what 
may lie ahead for Kentucky based on the trends manifesting themselves in 
our daily lives. But this year is unlike any we will ever know again. It marks 
the beginning of a new century, one that has begun momentously with 
extraordinary, technological and scientific breakthroughs occurring almost daily, 
and a brand new economy giving rise to remarkable, if guarded optimism. Though 
we still face enormous obstacles and a long climb to broad-based prosperity in 
Kentucky, we are on an upward trajectory in virtually every social and economic 
arena, toward higher incomes, reduced poverty, stable income inequality, rising 
educational achievement, and expanded opportunity. The painful losses of the 
1980s are finally being reversed. We are growing and working and prospering. 
But we still face challenges. 

A central question that remains is whether we can move our state’s economy 
ahead fast enough to enable more citizens to capture a greater share of the promise 
of the future. Poverty and undereducation are still very much with us in these best 
of times, and a potentially detrimental divide between the rich and the poor 
remains significant here in Kentucky. Indeed, it is one of the widest in the 
country. Many families, particularly those headed by single women, work and yet 
remain poor. Likewise, many would-be learners and entrepreneurs cannot afford 
the very information technology and communications tools that would enable 
them to participate fully in the prosperity most of us are enjoying. And the world’s 
most expensive health care system remains inaccessible to many working poor 
and chronically ill citizens. Many social, economic, and political theorists believe 
these inequalities in what we regard as the fundamentally American opportunity to 
build a better life could undermine the future all of us hope for. 

>Jp_\A/.-T?.rinnnm v_ic_mnv.ina_at..iinacciistomed_sneed_and . 

raising expectations. Whether the product is an idea or the wings that give it flight, 
more is expected of the maker, the builder, and the buyer or user. In every arena, 
from the intellectual to the commercial, we are all expected to bring far more to 
the table than we were just a few short years ago and to make decisions that were 
once made for us. Whether we embrace or reject learning has everything to do 
with how well each of us, our families, and our communities will fare in the 
coming years. Likewise, the extent to which we let the wealth of information 
readily available to us shape and guide public policy will determine the destiny of 
our state. 

While our economy races forward at Net speed, a great many of us are slowing 
down as we approach our senior years. The largest generation in U.S. history is 
nearing retirement, and the question of whether our state and our nation will be 
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enriched by its wealth of talent and ability or be impoverished by the cost of 

caring for it remains unanswered. Kentucky’s older population, which is 

disproportionately poor and expected to be larger than in many states, is likely to 
create many unanticipated fiscal demands at the state as well as the federal level. 
How we prepare for and respond to this challenge as individuals, as a 

commonwealth, and as a nation will determine whether this will be an era of 

triumph or defeat. 

The central challenge that all policymakers face is not only that of sustaining 
the growth we have been privileged to enjoy these past few years but also 
spreading its benefits to citizens at every economic level. Doing so will be 
particularly important here in the Commonwealth, where many rural economies 
are still waiting for the miracle to arrive and many vulnerable populations 
continue to face economic hardships. To achieve the widely shared goal of 
expanded prosperity throughout the Commonwealth, it will be necessary to build 
the educational foundation the New Economy demands and encourage 
entrepreneurship with the same enthusiasm we bring to industrial locations and 
relocations. Otherwise, the stubborn problems that keep close company with 
poverty may continue to frustrate our state’s advancement in the early decades of 
the century. What’s more, the challenge of expanding opportunity is likely to be 
made more difficult by demographic and social changes that will challenge our 
best-laid plans. 



KENTUCKY AND THE NEW ECDNDMY 



In the old economy that dominated the 20th century, profits and productivity gains 
depended on making more and more of the same thing. Large numbers of produc- 
tion workers were needed to undertake relatively routine tasks. Those workers did 
not, in general, require much education. In the new economy of the 2 1st century, by 
contrast, businesses depend largely on innovation. To stay competitive, they have 
to generate products and services that are better or cheaper than those of their ri- 
vals, and they must innovate faster than their rivals. Thus, demand is growing for 
people who can spur innovation by identifying and solving new problems or figur- 
ing out what clients and customers might need or want. 

— Robert Reich, 2000 

W hen the long-heralded benefits of information technology finally took hold 
in the second half of the 1990s, the performance of the U.S. economy be- 
gan to defy prevailing economic theory and grow at a rate previously 
thought implausible, if not impossible. Joblessness dipped to record lows 
and consumer prices, with the notable exception of housing,* health care, and en- 
ergy, remained in check. After a prolonged bout of stagnation, wages began to 
inch upwards in the latter half of the 1990s. Broadened labor force participation, 
rising income, and, to an unknown extent, the so-called “new wealth effect” of 
enormous profits from stock market investments bolstered consumer confidence 
and unleashed spending, which advanced at the highest annual rate since 1983 in 
the first quarter of 2000, further fueling economic growth.^ Though the New 
Economy began to sputter in mid-2000 and a number of late-year indices sug- 
gested an economic slowdown or even an imminent recession, the end of this pe- 
riod of growth remained nowhere in sight. 

Regardless of its next turn, the pace of change in today’s economy is so rapid 

outmoded by the time they appear in print. Indeed, a principal source of economic 
growth is what has come to be called “dynamism” or near-constant innovations in 
products and services that “chum” the marketplace, giving rise to new firms and 
jobs while others fade and .die. The more notable survivors number among the na- 
tion’s 350,000 “gazelle” firms, those with 20 percent annual growth for four con- 
secutive years; these high-growth wonders have produced three quarters of all net 



' The consumer price index considers only the cost of rental property in its calculations, a point of 
some contention. The cost of real estate, which consumes a considerable portion of family budgets, has 
risen at a cost above the inflation rate. 

^ “Revised Quarterly G,D,P, Stirs New Concern on Rates,” New York Times on the Web 30 June 2000, 
30 June 2000 <http://www,nytimes.com/library/flnancial/063000econom-gdp.html>. 
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new jobs.^ Remarkably, one analysis finds that a high number of business closures 
correlates positively with economic and employment growth/ In this era of 
change and adaptation, it appears far better to keep sending batters to the plate 
than to rely on any one Sammy Sosa. 

Within firms and institutions — including government at every level — “creative 
destruction,” the ability to shed old practices, embrace the new, and adapt to the 
dramatic changes taking place, has been key.^ Organizational change has played a 
significant role in propelling the economy at light speed. In workplaces, public, 
private, and nonprofit, new ways of working have enabled employers to capture 
the same or greater efficiencies with stre^lined, highly participatory workforces 
that often work in teams. Frontline employees are now routinely looked to for 
ideas that can enable firms and businesses to gain a competitive edge through in- 
novation, the hallmark of truly successful enterprises in today’s economy. Some 
unknown portion of the amazing gains in productivity (the ratio of outputs or 
benefits to inputs or costs) is no doubt attributable to these changes. Employees 
now consistently do more with less, which makes the future of old jobs uncertain, 
but heralds opportunity for the creation of new ones. 

The as yet unanswered question about the direction of Kentucky’s economy 
here is how much prosperity it will enable citizens of the Commonwealth to reap 
over the long term. Like most states, ours is enjoying many fruits of the buoyant 
national economy. Signs of our improving economic circumstances abound, from 
the crowded parking lots of shopping malls to the new businesses and whole sub- 
divisions that seem to sprout overnight. Businesses and industries across the state 
are reaping the bounties of the global economy, even as some communities have 
been devastated by the seeming vagaries of offshore industrial location decisions. 
Today, thousands of Kentucky workers face hard choices they hoped they would 
not have to make. Moreover, the economic position that we have so relentlessly 
pursued continues to elude us, as incomes are growing here but our position rela- 
tive to the nation has not changed. 

The larger picture suggests that the very framework of our economy may be 
what’s holding us back. While other states race to participate in the New Econ- 
omy, a number of indicators show that ours remains anchored to an industrial 
structure that may not hold the promise of a better future that it once did. What’s 
more, our entrepreneurial spirit, the real fiiel of the New Economy, is by many 
assessments anemic. And, though we have invested significantly in educational 
reform, the high skills that are so critically important in today’s economy will not 
be readily available in our state for some time to come. Nevertheless, many trends 
suggest that Kentucky firms are gaining a strong foothold in markets around the 
world, which may bode well for their future stability and our future economic 
status. Here, we examine some of the dynamics of the larger national economy, 
our relative position in it, and our potential to seize greater-than-incremental eco- 
nomic gains in the years ahead. 



^ Robert D. Atkinson, Randolph H. Court, and Joseph M. Ward, The State New Economy Index 
(Washington: Progressive Policy Institute, July 1999) 3. 

^ Atkinson, Court, and Ward. 

O Ukinson, Court, and Ward. 
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The E-Ecanomy Arrives 

N ow in its ninth year of expansion, the longest period of sustained growth in 
the nation’s history, this veritable miracle of an economy, many analysts be- 
lieve, is the product of re-engineered or “e-engineered” businesses that have 
finally begun to realize some of the potential of the information technology 
in which they are investing trillions of dollars^ and the reorganization of work 
prompted by global competition. The operative word is “some.” Indeed, we do not 
know how far this new “digital” economy will take us, only that we cannot afford 
to miss the wild ride. 

In its third annual report on its namesake phenomenon. Digital Economy 2000, 
the U.S. Department of Commerce proclaimed in June 2000 that what it had pre- 
viously described as an “emerging” phenomenon had most assuredly arrived. 
“Americans have definitively crossed into a new era of economic and social expe- 
rience bound up in digital ly-based technological changes that are producing new 
ways of working, new means and manners of communicating, new goods and 
services, and new forms of community,” observed Robert J. Shapiro, Under Sec- 
retary of Commerce for Economic Affairs.^ Indeed, much of the economic growth 
enjoyed by the United States during the latter half of the 1990s can be attributed to 
the broad economic impact of information technology, which helped produce, if 
only on paper, enormous wealth, ratchet up productivity gains, dampen inflation, 
create high- wage jobs, raise employer expectations, and forever change the way 
we work and live. 

The “new” or “digital economy” that is the topic of so much discussion is 
clearly a global system of commerce and industry in which the keys to wealth and 
job creation are knowledge, innovation, ideas, and technology. More precisely, 
Yale economist William D. Nordhaus suggests that it involves “the acquisition, 
processing and transformation, and distribution of information.”* Its components 
are the computer hardware that processes information, the communications sys- 
tems that distribute it, and the software that enables humans to manage the proc- 
ess. The synergy between these components, Nordhaus observes, is what 
differentiates it from earlier manifestations of the separate technologies.’ 

inougn inrormaiion lecnnoiogy inausiries proviae oniy 6 percent or me na- 
tion’s economic output, as much as one third of U.S. economic growth over the 
past five years can be attributed to its powerful influence, according to the Com- 
merce Department. These analysts point to plummeting computer prices, which 
have fallen at a rate of 26 percent a year over the past five years, as the impetus 
for $510 billion in business investment in hardware and software, and as an im- 
portant drag on inflation, pulling it down by half a percentage point each year over 
the last half of the decade. 



^ Peter Burrows and Jim Kerstetter, “Still Going Strong,” Business Week 1 May 2000: 42. 

’ Robert J. Shapiro, Lee Price, and Jeffrey Mayer, editors, Digital Economy 2000 Office of Policy 
Development, Economic and Statistics Administration (Washington: U.S. Department of Commerce, 
June 2000) xiii. 

* William D. Nordhaus, “Policy Rules in the New Economy,” presentation. Congressional Budget 
Committee and Senate Budget Committee, Washington, D.C,, 6 June 2000, 30 June 2000, 
D://ftp,cbo.gov/20xx/doc2095/nordhaus,pdf>, 





G BO Challenges for the New Century 

Moreover, the Commerce Department notes, jobs in information technology 
posted salaries 85 percent higher than those enjoyed by the private sector as a 
whole. A separate, February 2000 report, “Nothing But Net: American Workers 
and the Information Economy,” from Rutgers University and the University of 
Connecticut also found a wage differential for workers who use computers on the 
job. As with several preceding studies, this study found that workers who earn 
lower incomes are less likely to use computers and the Internet than those in 
higher income brackets. Specifically, they found that 57 percent of workers earn- 
ing less than $40,000 a year use computers during their workday compared with 
77 percent of workers who earn more than $40,000 a year." Though computers 
are now part of most workplaces, the routine use of them on the job is strongly 
associated with higher wages. 

Since 1995, the Federal Reserve’s Oliner and Sichel conclude, information 
technology also has been key to productivity gains, the indicator that is most 
strongly linked with the capacity for economic growth. The use of information 
technology throughout the economy and the production of computers and embed- 
ded semiconductors, they find, account for as much as two thirds of the I percent- 
age point boost in productivity between the first and second halves of the decade." 
During this period, productivity rose at 2.5 percent a year, almost double the aver- 
age pace over the prior 25 years." 

And the potential of what Nordhaus terms the “brand new economy,”" Inter- 
net-based commerce, has yet to be realized. Though the economic output of these 
web-based businesses is insignificant to date, many prognosticators envision an 
incalculable, perhaps limitless role for the electronic arena, one in which retail 
sales and business-to-business (B2B) commerce explode, just as Internet commu- 
nications have. Web advertiser spending alone grew 140.6 percent in 1999, to $4.6 
billion, according to Veronis Suhler, a firm that tracks and forecasts communica- 
tions industry spending. The firm predicts that advertiser spending will quadruple 
by 2004 and exceed spending on consumer magazine advertising." The target 
audience is already global. Worldwide, according to the U.S. Department of 
Commerce, the number of people with Internet access soared 78 percent in the last 
year alone to 304 million, a 100-fold increase since 1994." Regardless of whether 
the millions who are logging on to the Internet are viewed as potential customers 
or participants in a new era of global enlightenment, our world is changing at 
warp speed. The challenge is not to be left behind. 



Shapiro, Price, and Mayer. 

" John J. Heldrich Center for Workforce Development at Rutgers and Center for Survey Research and 
Analysis at the University of Connecticut, Nothing But Net: American Workers and the Information 
Economy (New Brunswick, N.J.: Author, 2000). (Available at <www.heldrich.rutgers.edu>). 

" Stephen D. Oliner and Daniel E. Sichel, “The Resurgence of Growth in the late 1990s: Is Informa- 
tion Technology the Story?” discussion paper. Federal Reserve Board, May 2000, 7 July 2000 
<http://www.federalreserve.gOv/pubs/feds/2000/200020/200020pap.pdf>. 

" Oliner and Sichel. 

" Nordhaus. 

" Jane L. Levere, “Spending, Led by Internet, Forecast to Reach $249 Billion in 2004,’Wew York 
Times on the Web 8 Aug. 2000, 8 Aug. 2000 <http://www.nytimes.com/library/financial/columns/ 
080800intemet-adcol .html>. 
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Conclusions about the scope of information technology’s contribution to the 
economy clearly differ. Forecasts do as well. The more optimistic analysts who 
are paid to predict and act on the nuances of the buoyant U.S. economy believe we 
have just begun to realize the enormous potential of information technology, that 
economic growth and its benefits will be sustained throughout the foreseeable fu- 
ture and perhaps indefinitely. Others see many potential pitfalls in today’s econ- 
omy. They include soaring consumer and commercial debt, a gargantuan trade 
deficit — 50 percent higher in 1999 than in the preceding year’’ — record levels of 
temporary and contract workers who could be easily jettisoned in a downturn, and 
a technology industry that could be extremely vulnerable if revenues fall sharply.** 
Still others observe that, so far, the so-called “New Economy” is narrowly focused 
on “the computer industry and its siblings,” a relatively small part of our larger 
economy.*’ The Bureau of Labor Statistics concludes that only about a quarter of 
the nation’s remarkable productivity growth can be attributed to “the ripple effect” 
of computer applications,^^ the force that will ultimately sustain the economic 
benefits of technology. 

On a far lighter note, wry commentators occasionally remind us of how much 
productivity we have lost to daily e-mail exchanges. And occasionally the lavish 
reportage on the comings and goings of dot.com companies is countered by a so- 
bering account of the so-far unimpressive profits most have logged. Those lack- 
luster profits and the disappointed investors could be the beginning of the end, 
suggests Business Week economics editor, Michael J. Mandel. In The Coming 
Internet Depression, he foresees a downward economic spiral that will start when 
the technology sector is unable to raise the kind of cash that was once free flow- 
ing. The lack of capital will stall innovation, reduce competition, cut productivity, 
and ultimately stall the economy.^* At the close of 2000, the Nasdaq’s perform- 
ance and the earnings of technology firms appeared poised to make Mandel’s pre- 
dictions uncannily prescient. 

In spite of the warnings, technology continues to penetrate further into our 
daily lives. Few would argue that it is the way of the future. The Internet and the 
pace of communications it enables are becoming central to our lives. Indeed, the 

* — i 1 : *: ,4 : - 
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when it was awarded to three scientists who developed what The New York Times 
called the “soul” of the personal computer, the electrical components that permit 
rapid communication via fiber optics and satellites.” In 2000, electronic signatures 
became legally binding “John Hancock’s” under federal legislation adopted by 
Congress, which recognized the importance of providing an adequate legal 



Richard W. Stevenson, “Economy May Have a Soft Spot,”A^e\v York Times on the Web 10 June 
2000, 12 June 2000 <http://www.nytimes.eom/library/financial/061000trade-imbalance.html>. 

'* Michael J. Mandel, “The Risk That Boom Will Turn to BusiT Business Week 14 February 2000: 
120 - 122 . 



*’ Louis Uchitelle, “In a Productivity Surge, No Proof of a ‘New Economy, York Times on the 
Web % Oct. 2000, 10 Oct. 2000 <http://www.nytimes.eom/2000/10/08/technology/08VIEW.html>. 
Uchitelle, “In a Productivity Surge . . .” 

Michael J. Mandel, “The Next Downturn,” Business Week 9 Oct. 2000: 173-180. 

“ James Glanz, “3 Men Vital to Internet Share Physics Prize,” New York Times on the Web 1 1 Oct. 
^ y \ Oct. 2000 <http://www.nytimes.eom/2000/10/l l/sci^c^l lPHYS.html>. 
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framework for advancing e-business. Soon technology is expected to liberate 
communications from the very wires that have become a metaphor for connection 
to the Web, enabling contact via a cell phone or other yet-to-be-invented devices. 
Small computers that can be worn or embedded in household fixtures as mundane 
as refrigerators are expected to become commonplace and tell us more than we 
ever wanted to know.^^ What’s more, the Net is finally luring old-line U.S. indus- 
tries — good news for Kentucky’s strong base of traditional manufacturers. From 
marketing to purchasing, from online product development to electronic brain- 
storming sessions, e-engineering can be expected to enable rapid innovation, 
faster design, production and delivery times, trillions in savings, and higher prof- 
its, the very things that “have the potential to keep the fast-growth, low-inflation 
miracle alive.”^^ 



How Business Will Change 

C learly, business is changing in fundamental and revolutionary ways: many 
corporations are moving away from the traditional hierarchical pyramid 
structure to a decentralized web or network; information and ideas are mak- 
ing a bigger contribution to the bottom line than physical assets; product 
customization instead of product homogenization is driving the new business 
model; companies are increasingly focusing on attracting and retaining quality 
employees; the pursuit of global markets, suppliers, and quality personnel is be- 
coming the norm, not the exception; nimbleness, flexibility, and above all, speed, 
are prerequisites for a company to succeed in the digital age.^^ 

At the center of these changes is information technology or “digitization.” Ac- 
cording to PriceWaterhouse Coopers, the information technology revolution will 
cause a sea change in the way business is conducted (see Figure 1).“ Interviews 
with CEOs conducted by these researchers revealed that virtually all believe their 
businesses will be affected, with a majority anticipating a “significant impact” to 
becoming “completely reshaped.” 



John Markoff, “IBM Device Raises Storage of Tiny PC’s,” New York Times on the Web 20 June 
2000, 20 June 2000 <http://vmw,nytimesxom/library/tech/00/06/biztech/articles/20blue.html>. 

Jennifer Reingold, Marcia Stepanek and Diane Brady, “Why the Productivity Revolution Will 
Spread,” Business Week 14 February 2000: 112-11 8. 

“ John A. Byrne, “Management by Web,” Business Week, 28 August 2000: 84-96. 

Dennis Reker, untitled presentation. Digital Divide Meeting, Louisville, Kentucky, 8 Aug. 2000. The 
meeting was sponsored by the Community Foundation of Louisville, the Louisville Urban League, and 
® University of Louisville. 
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FIGURE 1 

The Anticipated Impact of 
Information Technology on Business, by Sector 
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By embracing the technology of the digital age, many companies are realizing 
huge savings. Examples abound. Rick Steele, CEO of Kinko’s new Internet site, 
kinkos.com, says, “The error rate for online ordering is 1 percent, compared to 10 
percent rates offline.”^^ Kinko’s estimates that it can save $1 million a year by re- 
ducing order errors.^* Banking provides another example. A typical bank transac- 
tion costs $1.25 when handled by a teller, 540 when done by ph6ne, 240 at an 
ATM, and only 20 over the Internet.^® And Kentucky-based Humana Inc. has 
demonstrated how to achieve savings on a task that all companies perform, han- 
dling and processing job applications. It has reduced the average cost of handling 
a job application and resume from $128 to 60 by digitizing the process.^® 

Cisco Systems takes the concept of the networked company to staggering 
he ights: ap proximatel y 9^ pe rcen t of its orders co me into the company without 
being touched by human hands, and 52 percent of them are fulfilled without a 
Cisco employee being involved.^* According to John T. Chambers, Cisco’s CEO, 
“That will be the norm in the future. Everything will be completely connected, 
both within a company and between companies.”^^ These so-called business-to- 
business or B2B exchanges represent the bulk of projected Internet commerce 
growth (see Figure 2). 
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FIGURE 2 

Projected Worldwide Internet Commerce 




While business-to-consumer projected growth is much smaller than projected 
B2B growth, it still offers enormous potential for Kentucky firms. It is estimated 
that from 1997 to 2002 the percentage of Americans aged 14 and over who will 
have purchased something online will increase tenfold, from about 3.2 percent to 
approximately 30 percent.” A recent Forrester Research survey foimd that the av- 
erage American who makes purchases on the Internet spends $322 a year,^ with 
total consumer online shopping revenues for 1999 estimated by various sources to 
be between $3.9 billion and $36 billion.” In the first seven months of 2000, total 
consumer online spending was estimated at nearly $23 billion.” 



Jobs. Jobs, and More Jobs 

T hroughout modem political memory, “jobs, jobs, jobs” has been an American 
political mantra, the perceived key to economic Nirvana. Though the answers 
to many of our social and economic dilemmas remain imanswered, we’ve 
gotten the jobs we asked for — in spades. Today’s job market remains nothing 
short of miraculous. Even after the Federal Reserve repeatedly raised interest rates 
to apply the brakes to the economy and hold inflation at bay, the mid-year 2000 
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